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USA VIDEO INTERACTIVE CORP. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(Stated in US Dollars : T i

§ June, 30 December 31,
2003 2002
(Unaudited)
ASSETS
Current Assets: ‘
Cash and cash equivalents S 50,942 $ 48,708
Accounts receivable ‘ , . I . 1,400 1,400
Prepaid expenses and other current assets ‘ 24,636 10,573
Total current assets 77,028 § 60,681
Property and Equipment - at cost, net of accumulated - EE ,
depreciation of $8,034 and $-0-, respectively - 83,0351 211,314
Other Assets, net of accumulated amortization of $13,000 - -
and $11,339, respectively o ‘ ) 43,488 45,149
Deferred Tax Assets, net of valuation allowance
of $8,045,000 and $7,950,000, respectively . -
Total Assets ; ' $ 203,551 $ 317,144
LIABILITIES AND STOCKHOLDERS' DEFICIENCY __
Current Liabilities : —
Accounts payable and accrued expenses o C e e .$ . 689,433 $ 1,082,499
Due to related parties e N 41.462 | . .. ....93,180
Total current liabilities _ 730,895 3'1,135,679
Commitments and Contingenci_es
Stéckholders' Deﬁcienéy:A ‘ .
Preferred stock - no par value; authorized 250,000,000 shares,
none issued
Common stock and additional paid-in capital -
no par value; authorized 250,000,000 shares,
issued and outstanding 111,337,088 and
103,745,088, respectively 30,937,900 30,357,906
Accumulated deficit (31,465,244) (31,176,441)
Stockholders’ deficiency ; (527,344) (818,535)
Total Liabilities and Stockholders' Deficiency $ 203,551 $ 317,144
APPROVED BY THE DIRECTORS:
“Anton J. Drescher” “Edwin Molina”
, Director , Director
Anton J. Drescher Edwin Molina

SEE ACCOMPANYING NOTES



USA VIDEO INTERACTIVE ‘CORP.. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(Stated in US Dollars)
A 1 'l f ]
For the three months ended For the six months ended
June 30, June 30, June 30, June 30,
‘ 2003 2002 . 2003 2002
Revenue B $ - $ 63,323 3 , - 3 89,576
{Expenses: .. . T R A R . . R
Cost ofsales : - 45,470 - 57,542
Research and development - 17,436 - 235,581
Selling, general and administrative 213,692 296,519 333,237 647,747
-Depreciation and amortization 4,847 . 156,313 1 ! 9,695 265,250
Impairment loss on long-llved assets - - 25,246 -
Noncash compensatxon charges 11,430 19,077 . - 11,430 31,795
Total expenses 229969 | | 534815 17" 379,608 1,237,915
Loss from operations , : (229,969) C@naAR)|. T (379,608) (1,148,339)
. - .t. e N ar evp e - “ .. N B e e e - e e -
Other income (expense)
“Interest 1 income (expense)-> D (2,296) - 54 (8,643) 121
Other 84,1521 - 331 | 99,448 (93,319)
81,856 (93,265) 90,805 (93,198)
Net loss L ' 11§ (148,113) $ (564,757) $  (288,303) $(1,241,537)
Net loss per share - basic and dxluted $ (.00) $ (.01) $ (.00) $ (.01)
Welghted-average number ofcommon : :
shares outstanding - basic and diluted" 108,637,518 92,074,758 106,903,713 91,910,834

SEE ACCOMPANYING NOTES



USA VIDEO INTERACTIVE CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE OPERATIONS
(Stated in US Dollars)

. SUnaudite d)

i 3o . i i
For the three months ended For the six months ended
June 30, June 30, June 30, June 30,
2003 2002 , 2003 2002
Net loss $ (148,113) $ (564,757)!  .1$ (288,803) $ (1,241,537)
Other comprehensive income: V — '
Change in unrealized loss on marketable
securities 1 - 81,811 86,487
Comprehensive loss S -§ (148,113)! $ (482,946)] - | $§ (288,803); | $(1,155,050)

SEE ACCOMPANYING NOTES



USA VIDEO INTERACTIVE CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' DEFICTENCY

:Stated in US Dollars:

_ (Unaudited)

Common Stock
Accumulated Stockholders’
LI " Shares Amount Deficit Deficiency

Balance at December 31, 2002 103,745,088 | 30357,906 | 1S (31176441 |3 (818,533)
Issuance of common stock and common s

stock warrants for cash L * 5,750,000 415,876 - 415,876
Issuance of common stock upon - . '

exercise of warrants 1,842,000 152,688 - 152,688
Noncash compensation charges ) - 11,430 - 11,430
Net loss - - (288,803) (288,803)
Balante at June 30, 2003"- S ~o e 1. 0111,337,088 4 | $--30,937;900: $ (31465244) | $ (527,344)

SEE ACCOMPANYING NOTES



USA VIDEO INTERACTIVE CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Stated in US Dollars)

(Unaudited)
For the three months ended For the six months ended
Jiinie 30, _June 30 June 30, June 30,
' 2003 ‘ 2002 2003 2002

Cash flows from operating activities: i . . Ry - : .
Net loss , $ (148,113)]1'F (564,757). 3 (288,803)/1 $(1,241,537)
Adjustments to reconcile net'loss to net cash o O - ' ’
used in operating activities:

Depreciation and amorization ) 4 848 {1 " - 156,213 - -9,694. 265,249
Impairment loss .or long-lived assets . -l p 25248 41 . ' -
Noncash compensation charge : - 11 430 19,077 4 - 11,430 31,795
Realized loss on sale of marketable securities - - . ’ R
related parties - 93,319 : - 93,319
Changes in operating assets and liabilities: T
Decrease in accounts recelvable , - 5485 ‘ - 8,229
Increase in mventory ' R ' e F(24,322) I (24,322)
(Increase) decrease in prepaid expenses )
and other current assets : o (519 - 29140 1 (14,113) 8,491
Increase (decrease) in accounts payable and 1.
accrued expenses - (238,897)¢ 9,197 (393,066) . 160,234
Decrease in due to related parties (1,000) (378,320){ - (11,718)[ | =~ (16,268)
Net cash used in operating activities e b e (3732511 - (681.094)] (661,330)} | (714,810)
Cash flows from investing ac_tivities,:“‘ - e v .,‘,M" _v .
Proceeds fromequipment sates . = [ e e e e 95,000 4k -
Proceed from sale of marketable securities - B | R : I
related parties - i 35,784 =11 . 735,784
Net cash provided by investing activities o 35,784 t 95,000 | |- 35,784
Cash flows from financing activities: - : o |
Proceeds from the issuanc'e of comimon stock © 235201 ‘ " 700,000 4L T 415,876 700,000
Proceeds from thé i 1ssuance ofcommon stock ' T S B
warrants ‘ 152,688 : RS 152,688 -
Net cash provided by financing activities 387,889 700,000 568,564 - 700,000
Net increase in cash and cash . ) C - I . o
equivalents . : T i L 14638 4k o 54,690 7 - 2,234 - 20,974
Cash and cash equivalents at begiming of period | 36304 |1 70522 | 48708 || 104238
Cash and cash equivalents at end of period PSS  5094201 8. 1252121 -5 50942 118 1257212

SEE ACCOMPANYING NOTES



USA VIDEO INTERACTIVE CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2003
(Unaudited)
(Stated in US Dollars)

NOTE A - BASIS OF PRESENTATION

‘ I’he accompanymg unaudlted eonsohdated ﬁnancxal statements have been prepared in
accordance with generally - accepted accounting principles for interim financial
information and with the instructions to Form 10-Q and Rule 10-01(a)(5) of Regulation
S-X. Accordingly, they do not include all of the information and footnotes required by
generally accepted accounting principles for complete financial statements. In the
opinion of the management, all adjustments (consisting of normal recurring accruals)
considered necessary for fair presentation have been included. The results for the interim
periods are not necessarily indicative of the results that may be:attained for an entire year
or any future periods. For further information, refer to the Financial Statements and
footnotes thereto in the Company’s annual report on Form 10-K for the ﬁseal year ended
December 31, 2002. -

'NOTE B- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The accompanying consolidated financial statements have been prepared assuming the

Company will continue as a going concern. As shown in the financial statements, the
Company has incurred losses of $288,803 for the six month period ended June 30, 2003

-and $2,113,138, $3,760,821 and. $4, 661 ,652 for the years. ended. December 31, 2002,
2001 and 2000 *respecuvely _These.conditions raise doubt. about the Cotipany's abxhty

to continue as a going concern. The Company's ability to continue as a going concern is
dependent upon its ability to-generate sufficient cash flow to meet its obligations as they
come due which management believes it will be able to do. To date, the Company has

~-funded operations primarily through the issuance of common stock and warrants to

outside investors and' the. Company's-management: ~The Company believes that its -
operations’ will genetate” additional funds and that additional funding from outside
investors and the Company's management will continue to be available to the Company
when needed. The financial statements do not include any adjustments relating to the
recoverability and classification of recorded assets, or the amounts and classifications of
11ab111t1es that rmght be necessary in the event the Company cannot contmue as a gomg
concem.” ) . ,

Basic loss per common share (“EPS”) is computed as net loss divided by the welghted-.

* -average nimber of common shares outstanding during the period. Diluted EPS includes

the impact of common stock potentially issuable upon the exercise of options and
warrants. Potential common stqck has been excluded from the computation of diluted net

" “loss per share as their inclusion would be antidilutive.

The assets and liabilities of the Company’s foreign subsidiaries are translated into U.S.
dollars at current exchange rates, and revenue and expenses are translated at average
rates of exchange prevailing dunng the period. The aggregate effect of translation
adjustments is immaterial at June 30, 2003 and 2002.



USA VIDEO INTERACTIVE CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2003
(Upaudited)

(Stated in US Dollars) .

NOTE C - COMMON STOCK

On February 14, 2003 the Company issued 2,2000, OOO units to investors at $.0657 per
unit. Each unit consisted of one share of common. stock and one warrant to purchase an
additional share of common stock at $.0657 per share. ,

On February 14, 2003, the Company issued 550,000 units to employees at $.0657 per
unit. Each unit consisted of one share of common stock and one warrant to purchase an
additional share ‘'of common stock at $.0657 per-share. The Company charged operations
for approximately. $2,400 representing the differential between the fair value and-the
purchase price of the common stock and:for approximately $2,400: representing - the
differential between the- fair vaLue of the underiylng common stock and the exerc1se pnce
of the warrants : : : _ . e

On April 7, 2003 the Company 1ssued 1 200 000 umts to mvestors at $ 06& per unit.

Each unit consisted of one share of common stock and one warrant to _purchase an

additional share of common stock at $.075 per share. .7 ;¢ s .

On April 7, 2003, the Company issued 300,000 units to employees at $.068 per unit. -

Each unit con51sted of one, share of common, stock and one_warrant to purchase an

additional share of common stock at $.075 per - ‘share. The Company charged operations’ 2Ie

for approxnnately $3,000 representing the’ differential ‘between the’ fair value and the
purchase price of the common stock and-for approxnnately "$900 representing the

differential between the fair value of the underlying common stock and the i exer01se prrce S

of the warrants.

On May 30, 2003, the Company issued 1,300,000 units to investors at $.088 per unit. =
Each unit consisted of one share of common stock and one warrant to purchase an
additional share of common stock at $.1175 per share.. The Company charged operations
for approximately $2,800 representing the dlfferential between the fair value and the
purchase price of the common stock.

On May 30, 2003, the Company issued 200,000 units to employees at $.088 per unit.
Each unit consisted. of one share of common stock and one warrant to purchase an
additional share of common stock at $.1175 per share.

From January 1, 2003 to June 30, 2003, the Company issued 1, 842 000 shares of common stock
upon the exercising of warrants with exercise prices ranging from $.0640 to $.1000 per common
share. tie i

NS s

NOTE D CONTINGENT LIABILTIY

The Company is party to a default judgement entered: against one.of the Company’s
subsidiaries. During the year ended December 31, 1995, a claim was made to the
Company for the total amount payable under the terms of the. lease with the Company’s
subsidiaries for office space in Dallas Texas through 2002. The Company’s management
is of the opinion that the amount payable under the terms of this judgement is not



USA VIDEO INTERACTIVE CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2003
(Unaudited)

(Stated in US Dollars)

estimable or determinable at this time and may be substantially mitigated by the landlord
renting the property to another party. The range of possible loss is from $-0- to
approximately $500,000. . Any settiement resulting -from- the- .resolution of this
contingency will be accounted for in- the penod of settlement when such amounts are
estimable or determinable. : T

NOTE E- IMPAIRMFNT OF: LONG-LIVED ASSETS Lo (.;"_..- .

As the result of the Company mabrhty to raise revenues in accordance W1th the corporate
business plan, the Company.continued-operating at a loss for the six month period ended June 30,
2003. As a result, the Company commenced an impairment review -of-its long-lived assets in
accordance with Statement of Financial Accountmg :Standard (‘SFAS”) 144 “Accountmg of the
Impairment or Disposal of Long-Lived Assets”. As an result of this 1mpa1rment review, the
Company recorded an impairment loss of approximately $25,000 during the six month period
ended June 30, 2003 to reduce the carrymg value of these assets to its: estnnated fair value.

NOTE F - PRO FORMA CALCULATION

The Company has elected to apply APB Op1mon No. 25, Accounting for Stock Issued to
Employees, and related mterpretatrons in accountrng for its stock opnons and has adopted
the drsclosure-only provrslons “of Statemerit 6f Financial Accountmg Standards (“SFAS”)
No. 123, Accountmg for Stock-Based, Compensatlon If the Company had elected to
recognize compensation. cost. based on the fair value of the opt1ons granted at the grant
date as prescribed by SFAS No. 123, the Company’s net loss and net loss per common -
share for the three month penods ended June 30 2003 and 2002 would have been as -

follows SRR

For the three months ended For the six months ended
~June30, | { June30, [/} June30, .| |- Yune30,
2003 2002 s 02003 12002

Net loss: T » R D BRI ‘

Asrepoited -~ - C$ (148,113 1% (564,757 18 (288,803)] 1 §(1,241,537)
Add: Stock-based compensation expense i _

mcludedmreported net loss te TR R 19,077 : : e b 31,795
Deduct: Total stock-based compensation

expense determined under fair value : »

based method for all awards - (160,953) - (268,256)
Pro forma \ , $ (148,113)} | $ (706,633)|. | § (288,803)] | $(1,477,998)
Loss per common share-basic and diluted:. . Lo N

As réported - = ' $ . (000 1§ (00D} 8 , (000 |$ (0.02)

Pro forma R (0.00)] | $ 001 | $ 0.00)} | $ (0.02)

L 1 || |
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Freedom of Information and Protection of Privacy Act: The personal information requested on this form is collected under the authority of and used for
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Reporting (604-899-6729), PO Box 10142, Pacific Centre, 701 West Georaia Street, Vancouver BC V7Y 1L2. Toll Free in British Columbia 1-800-373-6393

INSTRUCTIONS

This report must be filed by the Exchange Issuers within 60 days of the

end of their first, second and third quarters and within 140

days of their year end. “Exchange issuer” means an issuer whose

securities are listed and posted for trading on the Canadian Venture

Exchange and are not listed and posted on any other exchange or

quoted on a trading or guotation system in Canada. Three

schedules must be attached to this report as follows:

SCHEDULE A: FINANCIAL STATEMENTS

Financial statements prepared in accordance with generally

accepted accounting principles are required as follows:

For the first, second and third financial quarters:

Interim financial statements prepared in accordance with section

1751 of the CICA Handbock, including the following: balance sheet

income statement, statement of retained eamings, cash flow

statement, and notes to the financial statements.

The periods required to be presented, consistent with CICA

Handbook Section 1751 are as follows:

« a balance sheet as of the end of the current interim period and
a comparative balance sheet as of the end of the immediately
preceding fiscal year

+ a statement of retained eamings cumulatively for the current fiscal
year-to-date, with a comparative statement for the comparable
year-to-date period of the immediately preceding fiscal year; and

+ income statements and cash flow statements for the current

<" interim period and cumulatively for the current fiscal year-to-date,

with comparative statements for the comparable interim periods
(current and year-to-date) of the immediately preceding fiscal
year

For the financial year end:

Annual audited financial statements prepared on a comparative

basis.

Exchange issuers with a fiscal year less than or greater than 12

Months should refer to National Policy No. 51 Changes in Ending

Date of a Financial Year and in Reporting Status for guidance.

" Issuers in the development stage are directed to the guidance
provided in CICA Accounting Guidelines AcG-11 Enterprises in the
Development Stage that states “enterprises in the development
Stage are encouraged to disclose in the income statement and in the
cash flow statement cumulative balances from the inception of the
development stage.”

Issues that have been involved in a reverse take-over should refer

to the guidance found in BCIN #52-701 (previously NIN #31/21) with

respect to such transactions including the requirement for disclosure

of supplementary information regarding the legal parent's prior

financial operations.

SCHEDULE B. SUPPLEMENTARY INFORMATION

The supplementary information set out below must be provided

when not included in Schedule A.

1. Analysis of expenses and deferred costs
Provide a breakdown of amounts presented in the financial
statements for the following: deferred or expensed exploration,
expensed research, deferred or expensed development, cost of
sales, marketing expenses, general and administrative expenses,
and any other material expenses reported in the income
statement and any other material deferred costs presentedin the
balance sheet.

The breakdown should separately present, at a minimum, each
component that comprises 20% or more of the total amount for a
material classification presented on the face of the financial
statements. All other components of a material classification may
be grouped together under the heading "miscelianeous’ or "other’
in the cost breakdown; the total for "miscellaneous” should not
exceed 30% of the total for a material classification,

Breakdowns are required for the year-to-date period only

Breakdowns are not required for comparative periods.

Issuers in the development stage are reminded that Section

3(9)(b) of the BC Securities Commission's Rules requires a

schedule or note to the financial statements containing an

analysis of each of exploration, research, development and
administration costs, whether expensed or deferred and if the
issuer is a natural resource issuer, that analysis for each material
property. Because the analysis required by Rule 3(9)(b) must be
included in the financial statements, the information does not
have to be repeated in Schedule B. Coansistent with CICA

Accounting Guidelines AcG-1 1, staff considers an issuer to be in

the development stage when it is devoting substantially all of its

operations have not commenced. Further, in staff's view, the lack
of significant revenues for the past two years normally indicates
that an issuer is in the development stage.

Related party transactions

Provide disclosure of all related party transactions as specified in

Section 3840 of the CICA Handbook.

Summary of secunties issued and options granted during the

period .

Provide the following information for the year-to-date period:

(a) summary of securities issued during the period, including
date of issue, type of security (common shares, convertible
debentures, etc.), type of issue (private placement, public
offering, exercise of warrants, etc.) number, price, total
proceeds, type of consideration {cash, property, etc.) and
commission paid, and

(b) summary of options granted during the period, including
date, number, name of optionee for those options granted to
insiders, generic description of other optionees (e.g.
employees",) exercise price and expiry date.

Summary of secunties as at the end of the reporting period

Provide the following information as at the end of the reporting

period: ¢

(@) description of authorized share capital including number of
shares for each cfass, dividend rates on preferred shares
and whether or not cumulative, redemption and conversion
and -

(b) number and recorded value for shares issued and
outstanding

(c) description of options, warrants and convertible securities
outstanding, including number or amount, exercise or
conversion price and expiry date, and any recorded value,
and

(d) number of shares in each class of shares subject to escrow
or pooling agreements.

List the names of the directors and officers as at the date this

report is signed and filed.

FINSI-90IF(Reverse) Rev.2000/3 19



SCHEDULE C: MANAGEMENT DISCUSSION AND ANALYSIS
1. General Instructions
(a) Management discussion and analysis provides management
with the opportunity to discuss an issuer's business, current
financial results, position and future prospects.
Focus the discussion on material information, including liquidity,
capital resources, known trends, commitments, events, risks
or uncertainties, that is reasonably expected to have a
material effect on the issuer.
(c) For an issuer with active ongoing operations the discussion
should be substantive (e.g. generally two to four pages in
length); for an issuer with limited operations the discussion
may not be as extensive (e.g. one page).
(d) The discussion must be factual, balanced and non-promaotional.
(e) Where the discussion relates to a mineral project, as defined in
National Instrument 43-1 01 "Standards of Disclosure for
Mineral Projects,’ the disclosure must comply with NI 43-101. 4.
2. Description of Business
Provide a brief description of the issuer's business. Where an
issuer is inactive and has no business, disclose these facts
together with a description of any plans to reactivate and the 5.
business the issuer intends to pursue.
3. Discussion of Operations and Financial Condition
Provide a meaningful discussion and analysis of the issuer's
operations for the current year-to-date period presented in the
financial statements. Discuss the issuer's financial condition as
at the date of the most recent balance sheet presented in the =
financial statements. 6.
The following is a list of items that should be addressed in
management's discussion and analysis of the issuer's operations
and financial condition. This is not intended to be an exhaustive: -
list of the relevant items.
(a) expenditures included in the analysis of expenses and deferred
costs required under Securities Rule 3(9)(b) and Schedule B;
(b) acquisition or abandonment of resource properties material to
the issuer including material terms of any acquisition or dlsposmon;
{c) acquisition or disposition of other material capital assets o
including material terms of the acquisition, or disposition;
(d) material write-off or write-down of assets; P usaames
(e) transactions with related parties, disclosed in Schedule B or the
notes to the financial statements;
() material contracts or commitments;
(g) material variances between the issuer's financial results and
information previously disclosed by the issuer, (for example if
the issuer does not achieve revenue and profit estimates .
previously released, discuss this fact and the reasons for the
variance);
(h) material terms of any existing third party investor relatlons
arrangements or contracts including:

(b

~

i. the name of the person; ¢
ii. the amount paid during the reporting period; and
iii. the services provided during the reporting period;

(i) legal proceedings;

(j) contingent liabilities;

(k) default under debt or other contractual obligations;

() abreach of corporate, securities or other laws, or of an
issuer's listing agreement with the Canadian Venture
exchange including the nature of the breach, potential
ramifications and what is being done to remedy it;

(m) regulatory approvail requirements for a significant transaction
including whether the issuer has obtained the required
approva! or has applied for the approvali;

(n) management changes; or

(0} special resclutions passed by shareholders.

Subsequent Events

Discuss any significant events and transactlons that occurred

during the time from the date of the financial statements up to the

date that this report is certified by the issuer.

Financings, Principal Purposes and Milestones

(a) In atabular format, compare any previously disclosed principal
purposes from a financing to actual expenditures made during
the reporting period.

(b) Explain any material variances and the impact, if any, on the
issuer's ability to achleve previously dnsclosed objectives and
milestones. . :

Liquidity and Solvency

Discuss the issuer's working capital posmon and its ability to mest

its ongoing obligations as they become due.

How to File Under National instrument 13-101 - System for

Electronic Document Analysis and Retrieval (SEDAR)

BC Form 51 -901 F Quarterly and Year End Reports are filed under

Category of Filing: Continuous Disclosure and Filing Type: Interim

Financial Statements or Annual Financial Staternents. Schedule A

(Financial Statements) is filed under Document Type: Interim Financial

Statements or Annual Financial Statements. Schedule B

{Supplementary Information) and Schedule C (Management

Discussion) are f lled under Document Type: BC Form 51 -901 F

(previously Document Type Form 61 (BC)).

" Meeting the Form Requirements

BC Form 51 -801 F consists of three parts: Instructions to schedules A,
B and C, issuer details and a certificate. To'comply with National
Instrument 13-1 01 it is not necessary to reproduce the instructions that
are set out in BC Form 51 -901 F. A cover page to the schedules titled
BC Form 51 -901 F that includes the issuer details and certificate is all
that is required to meet the.BC Form §1 -801 F requirements. The form
of certificate should be amended so as to refer to one or two of the
three schedules required to complete the report.

ISSUER DETAILS FOR THE QUARTER ENDED | DATE OF REPORT
NAME OF ISSUER o | yyamwoo

USA Video Interactive Corp. June 30, 2003 03/08/21
ISSUER'S ADDRESS '

837 West Hastings Street, Suite 507 :

CITY/PROVINCE ; POSTAL CODE ISSUER FAX NO. ISSUER TELEPHONE NO.
Vancouver, BC V6C 3N6 (604) 685-5777 (604) 685-1017
CONTACT PERSON CONTACT'S POSITION i CONTACT TELEPHONE NO.
Anton (Tony) J. Drescher Director (604) 685-1017
CONTACT EMAIL ADDRESS _ : . | wEB SITE ADDRESS

adrescher@usvo.com ' WWW.IISV0.com

CERTIFICATE

The three schedules required to complete this Quarterly Report are attached and the disclosure contained thereln has been approved by the board of Directors.

A copy of this Quarterly Report will be provided to any shareholder who requests it.

DIRECTOR'S SIGNATURE PRINT FULL NAME DATE SIGNED
) Y YIM MI|D D
Y “Edwin Molina” Edwin Molina 0]3]o]s |2 ]
DIRECTOR'S SIGNATURE - PRINT FULL NAME 5 C : DATE SIGNED

Y YIM MID D

Rev.2000/12119

> “Anton J, Drescher” Anton J. Drescher | olsfols|a]1

FINSI-[F(Reverse)
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Schedule A:

Schedule B:

1.

USA VIDEO INTERACTIVE CORP.

QUARTERLY REPORT
June 30, 2003
(Stated in US Dollars)
(Prepared by Management)

Financial Information

- See ﬁnanmal statements attached

Supplementary Informatlon

Analysis of expenses and deferred costs for the current ﬁscal year—to-date o

Selling, General and Admmlstratlve Expenses( ) o
S 1,107

For the current fiscal year to date: :
a) Summary of securities issued during the period:
- .. See Note C — Common Stock .

- Private Placements ‘
Issue Date- - -Price perunit- - # of Units
$0.0657 (US)

02/14/03 50.10.(Cdog 2,750,000
80,068 (US)

04/07/03 $0.10 (Cin) 1,500,000

05/30/03 $0.088 (US) 1,500,000

$0.12 (Cdn.)

Bank Charges & Interest
‘:‘Consultmg 27,107 . -+ .
Filing Fees | = - 11,711~
. Public Re!atlons 10,000 -
: Membership Fees - 1,540
~ Miscellaneous 1,504 « -~ -
| Office (Schedule 1-AY .\ 115009.. =~
Product Marketing Costs -+ -+ 13,613 .+ ..
Professional Fees (Schedule 1-B) _ " 106,108
Rent ... BT S 2,179,
Telephone &Utilities - e e 9,341 .
* Managgment Fegs: 3,600
* Transfer.Agent- ... ., ... 07 3,869
Travel & Promotron g 6,404
Web'site SR e 1145 -
S 333237 .
' Annual General Meetmg 8 48,997
EqulpmentRental"f-’ ‘ Gl 2,121
“Labour Costs " <™ " ot 48,469
: Newlessemmanqn oL 3,292 . .
Office Supplies 2,869
Postage and Delxvery 3,924
Other- - "~ o e e - 25337
e $. 115,009
....Schedule 1-B— Professional Fees... ... . .
Legal/Accounting . .. ... ... .. . .$ 106,108

Gross Proceeds
$180,675 (US)
$275,000 (Cdn.)
$102,000 (US)
$150,000 (Cdn.)
$132,000 (US)
$180,000 (Cdn.)



- Exercise of Warrants

Issue Date Exercise Price  # of Shares Gross Proceeds

per warrant
06/12/03 $0.085 (US) 450,000 $38,250
06/20/03 $0.085 (US) 1,100,000 $93,500
06/23/03 $0.064 (US) 217,000 $13,888

06/26/03  $0.064 (US) 75,000 34,800

b) Summary of options granted during the period: Nil
3. As at the end of the quarter

a) Authorized capital: 250,000,000 common stock — no par value
250,000,000 preferred stock — no par value
b) Number and recorded value for shares issued and outstanding:
111,337,088 common stock $30,937.900
¢-1) Summary of Options outstanding: (See Note C — Common Stock)

Summary of Options issued/exercised during the period:

Stock Options

Exercise Price Quantity
Balance — March 31, 2003 ‘ 25,000
Less  Options exercised: -- 0
Options cancelled/expired: -- -0
Add Options granted: -- 0 0
Balance — June 30, 2003 25,000

Issue Date Expiry Date Exercise Price  Quantity
1/31/02 1/31/04 $0.50 25,000

¢-2) Summary of Warrants outstanding: (See Note C — Common Stock)

Summary of Warrants issued/exercised during the period:

Share Purchase Warrants

Exercise Price Quantity
Balance — March 31, 2003 22,050,000
Less Warrants exercised - 1,842,000
Warrants cancelled/expired: . 0
Add:  Warrants issued: - 3.000,000 1.158,000
Balance — June 30, 2003 23.208.000
Expiry Date Exercise Price Quantity
09/28/03 $0.35 4,000,000
12/31/03 $0.26 3,300,000
06/28/04 $0.085 8,450,000
12/31/04 $0.064 1,708,000
02/14/04 $0.0657 # 2,750,000
04/08/05 $0.075 1,500,000
05/30/05 $0.1175 1.500,000
23,208,000

dy Nil
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Schedule C: Management Discussion

1. OVERVIEW OF THE COMPANY

CAUTIONARY STATEMENT ’
Certain statements contained in this Quarterly Report on Form 51 901F ("Report"), including, -
without limitation, - statements containing the words "believes,” "dnticipates,” "estimates,"
"expects," and words of similar import, constitute "forward-looking statements." Readers should
not place undue reliance on these forward-looking statements. USA Video's actual results could
differ materially from those anticipated in these forward-looking statements for many reasons,
including risks described in this Report, including the "Risk Factors" section contained in this -
Item 1, and the other documents USA Video ﬁles with the Secuntxes and Exchange Comm1ss1on
(" SEC") . - ) ) .

The following information "has not been audited. You should read this information in
conjunction with the unaudited financial statements and related notes to financial statements
included in Schedule A of thls report

OVERVIEVW OF THE COMPANY

USA Video Interactive Corp. ("USA Video" or the "Company") designs and markets to business
customers streaming video and video-on-demand systems, services and source-to-destination
digital media delivery solutions that allow live or recorded digitized and compressed video to be
transmitted through Internet, intranet, satellite‘or wireless connéctivity. The Company's systems,
services and delivery solutions include video cdntént production; éonitent-encoding, media asset
management, media and application hosting, multi-mode content distribution, transaction data
capture and reporting, e-commerce, specialized engineering sérvices, and Internet streammg
hardware. o T T .

USVO holds the patent for Store-and-Forward Video-on-Demand (#5,130,792), filed in:1990
and issued by the United States Patent and Trademark Office on July 14, 1992. It has been cited
~ by at least 165 subsequent patents. USVO holds similar patents in England, France, Spam Italy,
Germany, and Canada, and has a patent pending in Japan. USVO anticipates. actively engaging
in licensing this patent.

The Company's products and services are based on its propnetary rich media dehvery"
infrastructure and software and its Store and Forward Video-on-Demand ("VOD") patent. These -
technologles, together with video compression 1echnology, famhtate the delivery- of v1deo to an
end user in a timely and 1nteract1ve fashion. o S S

USA Video has developed -a number of specific products and services based on these

technologies. These include StreamHQ(TM), a collection of source-to-destination media delivery~ =

services marketed to businesses; EncodeHQ(TM), a service that digitizes and compresses.
- analog-source video; hardware server and encoder system applications under the brand name
Hurricane Mediacaster(TM); ZMail(TM), a service that delivers web and rich media content to
targeted audiences; mediaClix(TM), a service that delivers content similar to Zmail but
originating from an existing web presence; and Video’s patent-pending Digital Fingerprinting, a
Digital Rights Management ("DRM") technology, is to deter digital video piracy once a user has
been authorized to view a video.

O Dollar figures expressed in US currency unless otherwise indicated
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The Company was incorporated on April 18, 1986, as First Commercial Financial Group Inc. in
the Province of Alberta, Canada. In 1989, its name was changed to “Micron Metals Canada
Corp.”, which purchased 100% of the outstanding shares of USA Video Inc., a Texas
corporation, in order to focus on the digital media business. In 1995, the Company changed its
name to “USA Video Interactive Corp.” and continued its corporate existence in the State of
Wyoming. The Company has:five. wholly-owned subsidiaries: USA- Video (California) Corp.,
USA Video Corporation, USA Video Productions Inc,, USA Video Technology Corporation and
USVO Inc. USA Video's executive and corporate offices are located in Old Lyme Connecticut,
and its Canadian offices are located ifi Vancouver Bntlsh Columbia..

BUSINESS OBJECTIVES | She e ,,f e
USVO has estabhshed the followmg near-term busmess objectrves

1. Leverage USVOQ’s digital video patent for hcensmg fees and partr1ersh1ps in the United
States.and 1ntemat10nally, ‘ ‘

2. Patent and license new technology developed within the corporate research and
development program; :

3. Establish StreamHQ™? as the. mdustry standard in the streammg video and rich media
: marketplace . . . ,

4. Attam mdustry recogmtlon for the supenor arch1tectural funcnonal and business
dlfferentlators of the StreamHQm “archltectme e

5. Develop at- least one chent per year for a. complete StreamHQ(TM) system, 1nc1ud1ng ,
intellectual property licensing and operatlonal support;

6. Expand StreamHQ™ functlonahty to prov1de enhanced support for corporate training
and educatlonmarkets SRR L e e

2. ‘-CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of our financial condition and results of operations are based upon
our financial statements;; which :have been prepared in-accordance with accounting principles
generally accepted in the Umted States.  The preparation of these ﬁnanc1a1 statements requires us
to make estimates and judgments-that. affect.the reported,amounts‘ of assets,liabilities, revenues
and expenses, and related disclosure of contingent assets and liabilities.. On an on-going basis,
we evaluate these estimates, including those related to customer programs and incentives, bad
debts, inventories, investments,  intangible assets; income taxes, warranty obligations,
impairment or disposal of long-lived assets, contingencies and. litigation. We base our estimates
on historical experience and on -various other assumptions that are -believed to be reasonable
under the circumstances, the results.of which form. the basis for making judgments about the
carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these estimates under different assumptions or conditions.

We consider the following acc'ounrirlg policies to be both those most important to the portrayal
of our financial condition and the require the most subjective judgment:

U Dotlar figures expressed in US currency unless otherwise indicated
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Revenue recognition;

Accounting for marketable securities; v
Impairment or disposal of long-lived assets;
Inventory valuation and related reserves; and
Deferred taxes. | '

REVENUE RECOGNITION. Software revenue and other services are recognized in accordance
with the terms of the specific agreement, which is generally upon delivery. Maintenance,
support and service revenue are recognized ratably over the terrn. of _the related agreement.

ACCOUNTING FOR MARKETABLE SECURITIES. We classify our investments in
marketable securities as “available for sale.” We carry these’ investments at fair value, based on
quoted market prices, and unrealized gains and losses are mcluded in accumulated other
comprehensive income (loss), wh1ch is reflected upon the sale of our marketable secuntles in our
statements of operations. '

IMPAIRMENT OR DISPOSAL OF LONG-LIVED ASSETS. Long-lived assets are reviewed in
accordance with Statement of Financial Accounting Standard (“SFAS”) 144. Impairment or
disposal of long-lived assets losses are recognized in the period the impairment or disposal
occurs. Long-lived assets are reduced to their estimated fair value.

I

INVENTORY' VALUATION AND RI:LATED RESERVES Inventorles are valued at the

lower of cost or market on a first-in, first-out basrs We use a standard cost “$ystem-for purpSses

of determining cost; the standards are adjusted as necessary t to ensure they approximate actual
costs. We write down or reserve for estlmated obsolete or ‘éxcess 1nventory based upon -
assumptions about future demand and market conditions. We compare currert mventory levels
on a product basis to our current sales forecast in order to asséss our inventory résérve balance.
Our sales forecasts are based on economic conditions and trends (hoth current and prOJected)
anticipated customer demand and acceptance of our products, current products, expected future
products and various, other assumptlons If actual market conditions are less favorable than those
projected by management additirial write-downs’ may be requtred -

DEFERRED TAXES. We record a valuation allowance to reduce deferred tax assets when it is
more likely than not that some portion of the amount may not be realized. During 2003, we
determined that it was no longer more likely than not that we would be able to realize all or part-
of our net deferred tax asset in the future, and an adjustment to provide a valuation allowance
against the deferred tax asset that as charged to income.

3. LIQUIDITY AND CAPITAL RESOURCES

At June 30, 2003, the Company's had a cash position of $50,942, compared to $48,708 at
December 31, 2002.

The Company will require additional financing to fund current operatlons through the remainder
of 2003. The Company has historically satisfied its capital néeds primarily by issuing equity
securities. The Company will require an additional $1.0 million to $1.5 million to finance
operations through fiscal 2003 and intends to seek such financing through sales of its equity
securities.

) Dollar figures expressed in US currency unless otherwise indicated
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Assuming the aforementioned $1.0 million to $1.5 million in financing is obtained, the Company
believes that continuing operations for the longer term will be supported through anticipated
licensing revenues and through additional sales of the Company's securities. Although longer-
term financing requirements may vary depending upon the Company's sales performance,
management expects that the Company will require additional financing of $1.0 million to $1.5
million through fiscal 2003. The Company has no binding commitments or arrangements for
additional financing, and there is no assurance that management will be able to obtain any
additional financing on terms acceptable to the Company, if at all.

FACTORS THAT MAY AF FECT FUTURE RESULTS OF OPERATIONS

Certain nsks and uncertamtres could cause’ actual results 10" dlffer materially from the results
contemplated by the forward- -looking statements contamed in this Report. Risks and uncertainties
have been set forth in the Company's Annual Report 6n Form 10-K, as well as in other
documents the Company files w1th the SEC. These risk factors include the followmg

THE COMPANYS ABILITY.TO CONTINUE AS AGIONG CONCERN: THE COMPANY
HAS_INCURRED SUBSTANTIAL LOSSES; IT EXPECTS TO. INCUR LOSSES IN THE
FUTURE, AND MAY NEVER ACHIEVE PROFITABILITY A

To date, USA Video has not been proﬁtable "has not generated significant revenue from
operations, and has incurred substantial losses. Eor the six months ended June 30, 2003, USA
Video had a net loss. of $288, 80,3 As of June 30,2003, the Company had ‘an aécumulated deficit
of $31,465,244 and a working caprtal “deficit of $653,867. The Company intends to continue to
expend srgmﬁcant financial and _management resources on, the development of its proposed

products and serv1ces and o'_ r”aspects of 1ts busmess As a result, the Company expects

USA Video. w111 need to generate 31gruﬁcant revenues to achieve and maintain proﬁtablhty The
Company may be unable to do 50. If USA Video's revenues grow more slowly than anticipated
or if operating éxpenses 1ncrease ‘more than expected, or are not_ reduced sufﬁmently, it may
never achieve profitability. ‘Becausé of factors dlscussed in this paragraph USA Video's auditors,
in their report on the Company s financial statements, have expressed” substantial doubt
concerning the Company's ability to continue as a going concern.

Securities Issued during the Period j |

During the quarter ended June 30, 2003, the Company completed an offering of 1,500,000 units
at a price of $0.068 per unit for total proceeds of $103,200. Each unit consisted of one share of
common stock and one warrant to acquire one addltlonal share at $0 075 per share, exercisable
on or before April 8, 2005.

The offer and sale of the units were exempt from registration under Rule 506 of Regulation D of
the Securities Act. The Company limited the manner of the offering and provided disclosure
- regarding the offering and the Company to the investors. Two officers and directors of the
Company, one employee of the Company, three additional unaffiliated non-accredited investors,

and six additional unaffiliated accredited investors purchased the securities. ~The Company
believes that a portion of these sales were also exempt under Regulation S under the Securities
Act, as the sales were made in offshore transactions to non-U.S. persons.

% Dollar figures expressed in US currency unless otherwise indicated
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During the quarter ended June 30, 2003, the Company completed an offering of 1,500,000 units
at a price of $0.088 per unit for total proceeds of $132,000. Each unit consisted of one share of
common stock and one warrant to acquire one additional share at $0.1175 per share, exercrsable
on or before May 30, 2005. :

The offer and sale of the units were exempt from registration under Rule 506 of Regulation D of
the Securities Act. The Company limited the manner of the offering and provided disclosure
regarding the offering and the Company to the investors. :Two officers and directors of the
Company, one employee of the Company, one additional unaffiliated non-accredited investors,
and six additional unaffiliated accredited investors purchased the securities.. The Company
believes that a portion of these sales were. also exempt under Reguiation S under the Securities -
Act, as the sales were made in offshore transactions to non-U.S..persons. '

During the quarter ended June 30, 2003, 1,842,000 common shares were issued pursuant to
warrants exercised for total proceeds of $152,688. The issuance of the shares was exempt from
registration under Rules' 504 and 506 of Regulation'D under the Securities Act of 1933
("Securities Act"). The Company has made publicly available financial and disclosure
information with -its filings to the Canadian. Venture Exchange, and provided disclosure
regarding the offering and the Company to the investors. The Company limited.the manner of the
offering. The purchasers included an executive officer/director and two non-affiliated investors.

4. RESULTS OF‘ OPERATIONS S

N T T L R B S PR e
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Results of Operations S :

The Company’s financial statements were prepared in accordance wnh accounting principles
generally accepted in the United States, which differ in certain respects’ with thigse principles.and .
practices that the Company would have followed had. its financial statements been prepared in
accordance with accounting prmmples generally acccpted in Canada

(See US/Canada (JAAP Reconclhatlon fora further explanatlon of these dlfferences)
Revenues

Sales for the six-month period ended June 30, 2003 were $-0-, compared to-revenue of $89,576
for the six-month period ended June 30, 2002. Sales for the three-month period ended June 30,
2003 were $-0- compared to $63,323 three-month period ended June 30, 2002. USA Video
discontinued the sale of select services from.its prototype StreamHQ(TM) after customers'
satisfaction and proof of concept. The Company no longer sells its individual functions of
StreamHQ(TM) USA Video intends to continue o develop and expand its StreamHQ(TM)
services business, while pursuing opportunities to sell replicated StreamHQ(TM) systems to
corporations and organizations that prefer systems solutions to services solutions. .

~ Recently, due to the change in capital markets, plans to seek:funding for ‘an internal sales and
marketing team was put on hold indefinitely. Since then'the. Company has focused on partnering
relationships with other companies to complete the execution of it StreamHQ™-based business

plan.

) O Dollar figures expressed in US currency unless otherwise indicated
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Cost of Sales

The cost of sales for the six months ended June 30, 2003 was $-0-, as compared to $57,542 for
the comparable period of 2002. For the three-month period ended June 30, 2003, the cost of
sales was $-0- as compared to $45,470 for the comparable period 2002. The decrease in cost of
sales is directly attnbutable to the decrease in sales.

Selling, General and Admmlstratrve Expenses

Selhng, General and Admrmstratlve expenses conswted of - product marketmg expenses,
consulting fees, office, professional fees and.other expenses to execute the business plan and for
day-to-day operations of the: Company..- Due to market conditions, -Management has
implemented consolidation procedures to reduce the darly cost of Selling, General and
Adrnmrstratrve expenses. - BRI ’ : o

Selhng, General and Admunstratlve expenses for the three months ended June 30 2003
decreased $82,827-to $213,692 from $296,519. for the three months:ended June 30, 2002. The
six months ended.June 30,:2003: these cost:decreased by $314,510 to $333,237 from $647,747

for the comparable penod~ The reductlon ‘Was: due to a reduction in the Company S operatlon :

Professronal expense for the three months ended June 30, 2003 increased to $61, 218 from
$30,856 for the comparable period of 2002. The six months ended June, 30; 2003 these cost
increased to $106,108 from $71,804 for the comparable period. The increase was due to the
Company performmg due diligence in preparation of a patent mfnngement suit..
e GWETEINQUUE Lar L RAGTRHY LS

Depreciation and amortxzatron -expense-for the six months ended June 30 2003 was $9,695, as - -
compared to-$265,250 for the-comparable period of 2002. For the three-month period ended
June 30, 2003, the cost of sales was $4,847 as-compared to $156,313 for the comparable period
2002. The decrease was use to the 1mpa1rment of long-lived assets in 2002.

The Company has arranged for addltlonal staff/consultants to engage in marketlng activities in
an effort to identify and assess appropriate market segments, develop business arrangements with
prospective partners, create awareness of new products and services, and communicate to the
industry and potential: customers. Other components of Selling, General and Administrative
expense did not. change srgmﬁcantly - o

Research and DeveIopment Expenses

Research and development expenses con51sted pnmanly of compensatlon hardware, software,
licensing fees, and new product applications for the Company's proprietary StreamHQ™.
Research and development expenses decreased to $-0- for the six months ended June 30, 2003,
from $235,581 for the comparable period in 2002 and to $17,436 for the three months ended
June 30, 2003 from $17,436 for the comparable period in- 2002. The reduction was due to the
~ suspension of research and development activities until additional capital becomes available.

¥

' Dollar figures expressed in US currency unless otherwise indicated
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Other Income

During the six months ended June 30, 2003, the Company settled debt of approximately
$190,000 for $131,000 at a gain of $59,000, and sold fixed assets with a $95,000 book value for
$115,000 realizing of $20,000. During the six months ¢nded June 30, 2003, the Company sold
stock of related registered compames for a loss of $93, 519

Impairment Loss on Long-leed Assets

As the result of the Company’s inability to raise revenues in accordance with the corporate
business plan, the company continued operating at a loss of the six-month period ended June 30,
2003. As a result, the Company commenced an impairment review of its long-lived assets in
accordance with Statement of Financial Accountmg Standard (“SFAS”)144 “Accountlng of the
Impairment or Disposal of- Long -Lived Assets”. Asan result of this 1mpa1rment review, the
Company recorded an 1mpa1rment loss of approximately $25, 000 during the six month period
ended June 30, 2003, to reduce the carrying value of these assets to its estlmated fair value.

Net Losses

To date, the Company has not achieved profitability and, in fact, expects to incur substantial net
losses for at least the remainder of 2003. The Company's net loss for the three months ended
June 30, 2003 was $148,113 as compared wn‘.h a net loss of $564,757 for the three months ended
June 30, 2002. R

Investor Relations

Investor relations activities are conducted in-house. Costs associated with respect:to investor
relations totalled $10,000 for the six months ending June 30, 2003 as compared to $12,843 for
the six months ended June 30, 2002. |

5. USA VIDEO US/CANADA GAAP RECONCILJIATIONS - '
DIFFERENCE BETWEEN UNITED STATES AND CANADIAN ACCOUNTING
PRINCIPLES

These financial statements have been prepared in accordance with accounting principles
generally accepted in the United States, which differ in certain respects with those principles and
practices that the Company would have followed had its financial statements been prepared in
accordance with accounting principles and practices generally accepted in Canada.

The Company’s accounting principles generally accepted in the United States differ from
accounting principles generally accepted in Canada as follows:

. 1. Marketable Securities

Under U.S. GAAP marketable securities are recorded at market value, at the balance sheet date if
they are classified as trading securities or as available-for-sale. Unrealized gains resulting from
revaluation are recorded as other comprehensive income and included as a separate component
of shareholders’ equity. Under Canadian GAAP marketable securities are carried at the lower of
cost or market value and gains are not recorded until realized.

) Doltar figures expressed in US currency unless otherwise indicated



USA Video Interactive Corp.

Form 51-901F (Schedule C) - Page 8 of 10
for the period ended June 30, 2003
(Prepared by Management)

2. Non-cash Compensation Charges

Under U.S. GAAP, the Company is required to record non-cash compensation expense when the
following events occur:

o Share purchase options are. granted to employees and consultants at exercise prices below
the market value of the Company’s shares on the date of the grant. The Company is required to
record expense equal to the intrinsic value of the options at the date of the grant.

o Share private placements are entered into with employees where the unit price of the
private placement is below the market value of the shares at the private placement date. The

*Company is requlred to. record, expense equal to the value of the difference between the unit price

and the maIket Value at the. close of the prev1ous day of the private placement.

o Warrants attached to: pnvate placements entered into with employees have exercise prices
below the fair market value- of the shares at the, close of the previous day of the private
placement. The Company is required to record expense equal to. the mtr1n51c value of the
warrants at the date of the private placement.

Under Canadian GAAP, these expenses are not recorded.

The differences in the financial statements due to the above dlfferences in accounting prmmples

are as follows L :
~As Stated Under - ' As Stated Under

US GAAP Canadian GAAP
Total Current Assets $ 77,028 3 77,028
Total Assets $ 203,551 $ 203,551
« Accounts Payable and Agcrued Expenses -~ w§ o 689433 8 689,433
~ Total Liabilities o s 730,895 $ 730,895
Common stock $ 30,937,900 $ ‘ 28,861,554
Accumulated other comprehe_nslve In‘come (|°SS);: N S | BEED _‘» $ LT -
- Accumulated deficit | - L LS (31465244) 5. (29388898
Stockholders’ equity $ (527,344) 5 (527.,344)
Total liabilities and stockholders’ eduity_ . $ 203,551 - 8 - 203,551
-QOther comprehensive income T ‘
Change in unrealized loss on : .investments . : P
Expenses - : S S - $ : )
Non-cash compensanon charges $ 11,430 3 -
Total éxpenses o s 379,608 $ 368,178
Loss from operations | $§  (379,608) s (368,178)
Net Loss $ (288,803) $ (277.373)
Net loss per share - basic and diluted 3 (0.00) $ (0.00)
Cash ﬂows from operatmgacnvxtles ) g
Netloss = == *7° ) $ (288,303) $ (277,373)
Non-cash .con;pet:satiorl charge $ . 11,430 $ -

O Dollar figures expressed in US currency unless otherwise indicated
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6. LEGAL PROCEEDINGS

USA Video is not a party to any material pending legal proceedings except as disclosed in the
Company’s Notes to Consolidated Financial Statements - Note D — Contingent Liabilities

On April 10, 2003, the Company . announced that is subsidiary, USA Video Technology
Corporations, had filed a lawsuit in the US District Court for the District of Delaware against
Movielink, LLC. The Company alleges that Movielink, a Delaware company, has infringed and
continues to infringe on the Company’s patented online move delivery system.

7. OTHER
i Annual General Méeting

The Company held an annual meeting of shareholders on June 12, 2003, at Calgary, Alberta,
Canada. At the meeting the shareholders voted to retain Anton Drescher and Edwin Molina and
elect Maurice Loverso as Directors of the Company.

Also at the meeting, the shareholders approved the appointment of Goldstein Golub Kessler LLP
as auditors for the year ending December 31, 2003,

Matter Voted Upon No. of Votes For No. of Votes Against = No. of Votes
' Withheld
1. Election of Directors 66,721,769 nil 231,447

2. Appoint Goldstein Golub
Kessler LLP as auditors

of the Company for the
~ yearending : _
December 31, 2003 66,725,549 152,746 63,210
ii. Change of Registrar/Transfer Agent

On July 2, 2003, the Registrant announced that effective July- 8, 2003, Computershare
Trust Company, Inc. of 350 Indiana Street, Suite 800, Golden, Colorado, U. S. A., 80401
(telephone (303) 262-0600 and Fax (303) 262-0700 and e-mail www.computershare.com ) will
be the Registrant's registrar and transfer agent, replacing CIBC Mellon Trust Company of
Calgary, Alberta, Canada. Computershare Trust Company has an office at 600, 530-8th Avenue
S. W., Calgary Alberta, Canada T2P 3S8 (telephone (403) 267-6800).

il Appointment of Director

On May 7, 2003, the Registrant announced that Maurice Loverso was appointed as a director of
the Registrant and that Robert D. Smith had resigned as director in order to pursue other
employment opportunities.

" Doliar figures expressed in US currency unless otherwise indicated
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.

iv. Company Commences Litigation

On April 10, 2003, the Registrant announced that its subsidiary, USA Video Technology
Corporation, had today filed-a lawsiit in the U.S. District Court for the District of Delaware
against Movielink, LL.C. The Registrant alleges that Movielink, a Delaware company, has
infringed and continues to 1nfnnge on the Reglstrant s patented onhne movie dehvery system.

V. _ Investor/Media Relatlons Comp_any retalned

On March 4, 2003, the Reglstrant announced that it had entered mto an agreement with Engle
Group LLC to undertake investor and media relations services for the registrant and to assist the
Registrant in developing and implementing a strategic communications plan.

) Dollar figures expressed in US currency unless otherwise indicated



